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MADAGASCAR KEY ECONOMIC INDICATORS 


Avg Exchange Rate: 
\l1 Values, in USS Million, 1980: $1.00 211.30 FMG 
represent period averages 1981: $1.00 = 271.73 FMG 
unless otherwise indicated 1982: $1.00 = 310.35 FMG 
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Per Capita GDP at Current Prices (in US$) 
Plant § Equipment Investment: Current 
ss P - Constant (1976) 
Indices: Indus. Production (1970 = 100) 
Avg Labor Productivity (1974 = 100) 
Avg Industrial Wage (1974 = 100) 
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Avg Unemployment (Number registered) 44 ,964 46 +3.42 50,000 
Prod.: Rice (Paddy) (Metric tons) 2,108,000 1,998 Deez. 2,020,000 
Coffee (green) (Metric tons) 79 ,888** 79,275 ; 79 ,860 
Cotton (Metric tons) 23,400 2 9.23 28 ,000 


Cloves (Metric tons) 10 ,040 8,345 13,000 
Sisal (Metric tons) 13,680 13,680 13,700 


Vanilla (dry) (Metric tons) 950** 1,100 7 1,200 
Sugar (Metric tons) 109 ,037 104 ,699 5. 96 ,600 
Graphite (Metric tons) 12,252 8,073 -34. 8 ,000 
Chromite (Metric tons) 180 ,000 99,689 -44. 95 ,000 
Cement (Metric tons) 60 ,050 35,796 45 ,000 
Textiles (1000 meters) 9,176 74,833 -S. 77 ,000 
Paper, finished (Metric tons) 3 , 360 7,855 ). 0 3 000 
Refined petroleum products (cu.meters) 589 ,825** 415,614 -29.5: ) 000 
Electricity Production (1000 Kwh) 335 ,683 336 ,616 ; 358 ,000 
MONEY AND PRICES 
Money Supply (M2) 921.! 902.8 5! 12.0 
Interest rates: Com'l Bank Med. Term (6-24 mos) ) 10% 
Cost of Living Indices: 
Traditional (July 1972 = 100) 318.2(Dec) +27. 
Modern (July 1972 = 100) : 281.7(Dec) +23.07 
BALANCE OF PAYMENTS AND TRADE 
Foreign Exchange Reserves | -- -- 
External Public Debt 1,097 220 +43.01 
Annual Debt Service 59.0 106.6 +130 
External Current Account Balance -603.36 383.84 36.35 
Exports, F.0.B. (Merchandise only) 401.2 Sadan 4.0. 
US Share F.A.S. " - 90.24 63.66 -10.5 
Imports, C.1I.F. (Merchandise only) 615. 31°**+31.88 
US Share F.A.S. " Toe 14, 9***%+160. 70 
Main Exports to US (1981)-(Value in million US$): Coffee, 33.8; Vanilla, cloves and 
other spices, 23.3; Sugar, 7.8; Crude minerals, 2.1; non ferrous ores, 1.05; Essential 
Oils, 0.6. Main Imports from US (1981)-(Value in million US$): Rice, 7.3; Machinery 
§& Transport equip., 3.8; raw cotton fibers, 3.0; Animal §& vegetable oils §& fats, 0.6; 
Manufactured goods, 0.6; chemical and related products, 0.15. 
* Percent changes are based on Malagasy francs (FMG) values and not on dollar equivalents. 
** Revised 
*** Estimates 
**** Includes $7.3 million of US government furnished rice. 
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SUMMARY 


Madagascar's 1982-1984 economic guide for recovery and growth calls 
for increased investments in agriculture and manufacturing; 
reduction in imports of capital goods; and a 5-percent annual 
increase in imports of raw materials and spare parts to spur new 
activity in the manufacturing sector. 


It is widely acknowledged that the 1979-1981 economic plan was too 
biased towards social investments (especially education and public 
health) and contributed to a decline in productivity. GDP (in 


current prices) slipped to $2.9 billion in 1981 from $3.3 billion 
in 1980. 


The new plan calls for agricultural investments to increase to 

30 percent of GDP from 15 percent in 1979-1981 and for manufacturing 
investment to go up to 25 percent of GDP from 20 percent under the 
previous program. The Malagasy manufacturing sector consists of 
food processing, textiles, metal working, construction materials 
(cement), chemicals (petroleum products and soap), matches, and 
paper. 


Other import development sectors remain energy, 
transportation/communications, and mining. The transport system 
(roads and railways) has seriously deteriorated in recent years and 
now constitutes a major impediment to development. 


The 1982-1984 investment strategy also covers a series of emergency 


measures, all of which represent fundamental changes in the econmic 
policies of the Malagasy government. Aside from the new priorities 
in foreign exchange allocations, these include control of the 
external debt, a devaluation of the Malagasy currency, fiscal 
reforms, improved incentives to producers, and a drive against 
inefficiency in the public sector. 


Of particular importance to U.S. exporters is the change in the 
structure of Madagascar's import market. French dominance of this 
market is being challenged vigorously and successfully by exporters 
from other nations, especially West Germany and other Common Market 
countries. In fact, France's share of Malagasy imports has declined 
to less than 30-percent from a peak of 55-percent only 10 years 
ago. This shows that aggressive salesmanship as well as product 
pricing and quality competitiveness can help dent sianificantly a 
traditionally Francophone market. These are assets enjoyed both by 
U.S. marketing executives and American-made products. Thus it is 
believed that a sustained effort by French-speaking U.S. marketing 
executives would help increase sales of U.S. products in the 
Malagasy market. 





BACKGROUND 


f Texas (596,000 square kilometers), is 
of about nine million (14 persons per 


Agricultural exports, minerals, and quite possibly petroleum make up 
the country's resources. 


Rice and manioc are the staple foods, with rice alone accounting for 
nearly half of total agricultural output. Major cash crops include 
coffee, cloves, vanilla, sugarcane and cotton. 


Mineral resources include proven reserves of iron ore, bauxite, 
nickel, uranium, ilmenite, coal, mica, chromite, aqraphite and 
semi-precious and ornamental stones. However, only chromite is 
produced in substantial quantities. Output of graphite, mica and 
precious stones is small. 


Projects also are under * the potential of tar sands, 
heavy oil and natural gas Lis Amoco, Mobil and Occidental 
Petroleum currently are i ved in exploration projects in 
Madagascar. 


dit Lon, a large and untapped network of rivers offers a 
a irrigation and hydroelectric projects. In 
haS recently begun operation. 


Madagascar's economy has eee for many years from a number of 
basic internal weaknesses. These include: 


oO The investment priorities of 1979-1981 which put a premium 
on projects yielding little or distant economic returns. 


Managerial deficiencies, 


Insufficient remunerative Paras prices which led to low 
productivity in food crops, a slow growth of primary 
exports, and inadequate savin lds, 


Accelerated inflation, serious deterioration in the 
Malagasy balance of payments, and a large buildup of 
external indebtedness and debt service stemming from both 
growing trade and budget deficits. 


Malagasy economic activity and productivity also have been disrupted 
by external factors: droughts and cyclones; a decline in world 
prices for major Malagasy exports, such as minerals and coffee; the 
high cost of petroleum imports; and the major increase in interest 
rates on international money markets. 
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As a result, Madagascar's trade deficit grew 25 percent between 
1975-1981 and its budget deficit rose to 12.5 percent of GDP in 1979 
and 18 percent in 1980 before being brought down to 14 percent in 
1981, still short of the 8.2 percent target set by the International 
Monetary Fund (IMF) for continued IMF concessionary balance of 
payments support. Overall, the Malagasy balance of payments deficit 
was $280 million in 1980. The government's plan is to reduce this 
Gap by at least 50 percent. 


CURRENT ECONOMIC SITUATION AND TRENDS 


FOOD CROPS 


Agriculture generates 80 percent of Madagascar's exports, 70 percent 
of its export earnings, and provides employment for over 75 percent 
of its population. 


This sector's inability to realize its potential is a major cause of 
the country's current economic problems. Costs of food imports, 
mostly rice but also wheat flour and edible oils, contribute to 
external deficits in both trade and current accounts. 


As a production incentive, the government has reversed its previous 
policy of price controls and twice raised the producer price of 
rice--by 36 percent in 1981 and 27 percent in 1980. The aim is to 
achieve self-sufficiency in food output and cut down on food 
imports. Despite these measures, it is estimated that rice imports 
of nearly 500,000 tons will be reguired in 1982. This amount is way 
above Madagascar's pledge to the IMF to keep commercial rice 
purchases down to 170,000 tons this year in order to trim its food 
imports bill. 


The Malagasy government also has plans to eliminate imports of wheat 
flour and edible oils, but it will take years for such plans to be 
realized. Imports of these commodities will continue for at least 
five years. 


In the meantime, the government is promoting increasing use of 
chemical fertilizers in order to raise agricultural output. Two 
fertilizer plants are scheduled to go on stream in the next two 
years. 


CASH CROPS 
Madagascar's most important cash crops are coffee, vanilla and 


cloves. These accounted for two-fifths, 3.5 percent and over 
10 percent, respectively, of Madagascar's total exports earnings of 
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$305 million in 1981. The Malagasy government expects that 
increased exports of vanilla and higher coffee prices--both of which 
are lower than they used to be--will help to improve its export 
earnings in the next few years. Worldwide consumer demand for 
"natural" as opposed to "synthetic" vanilla is especially boosting 
sales prospects for this commodity. 


MINERALS 


Mineral deposits include chromite, graphite, mica, nickel, iron ore 
and uranium. The first three traditionally have been important 
sources of foreign exchange earninas, at times totalling up to five 
percent of Madagascar's exports. However, current output of 
chromite and graphite is down due to softened world demand--and mica 
is losing ground to synthetic substitutes. 


EXTERNAL ACCOUNTS 


Representatives of the Paris Club, which comprises the majority of 
Madagascar's western creditor nations, agreed in July 1982 to 
reschedule most of Madagascr's official debt to allow the 
government's new 1982-1984 economic plan time to achieve its 
objective. An essential feature of the rescheduling is a four-year 
Grace period. As things are, Madagascar's external debt was reduced 
to $100-million by the end of 1981, roughly half the 1980 figure. 
The Malagasy government still must reduce external arrears by an 
additional $57 million by end-1982 in order to meet IMF conditions 
for continued foreign exchange assistance. However, the high cost 
of importing essential raw materials and spare parts to keep 
domestic economic activity going will again push up Madagascar's 
external debt in 1982 and for the next few years. The figure 
nonetheless should remain well below the 1980 high of $280 million, 
which accounted for over 18 percent of GDP. Much of the financing 
of the overall deficit will come from the IMF and from a special 
assistance package of over $65 million agreed upon at the July 1982 
meeting of the Paris Club. 


ECONOMIC MANAGEMENT 


Aside from the supply-side measures emphasizing increases in 
agricultural investments and agriculture producer prices, principal 
elements of the 1982-84 economic program are: 


oO Exchange Rate. A 15 percent devaluation of the local 
currency, which is now pegged to several currencies, with 
weights based on foreign trade shares. This step is of 
course designed to make Malagasy cash crops and other 
exports more competitive in world markets. 
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Public Finance. Reducing the overall budget deficit to 
9.4 percent of GDP in 1982 and 7 percent of GDP in 1983 
from 14.7 percent of GDP in 1981. 


Monetary Policy. Raising the Central Bank interest rate 

On domestic credit to 12.5 percent from 8 percent in order 
to limit the growth of domestic credit extended by banks to 
20.5 percent. This measure also is designed to encourage 
domestic savings, which have been declining in the past few 
years. 


External Borrowing. New loan commitments wi'th repayment 
terms in the one to 10-year range to be limited through 
1984 to a $27 million line of credit contracted with France 
in 1981. 

Wage Policy. A 4.5 percent maximum wage increase for the 
public and parastatal sectors. 


IMPLICATION FOR THE U.S. 


TRADE 


The current state of the Malagasy economy dictates that development 
potential be subordinated, in the shorter term, to arresting decline 
and restoring favorable development conditions. It will require 
time for the corrective adjustments instituted by the Malagasy 


government to work successfully. 


As a result, prospects for significantly boosting sales of U.S. 
products to Madagascar in 1983 are dim, especially in view of the 
country's severe foreign exchange shortage and the continued 
strength of the U.S. dollar. Delays have occurred in payments for 
exports to Madagascar. Exporters need to keep the situation under 
review. 


In the short term, the emphasis of the 1982-84 economic plan on 
agricultural, mining and energy development should help keep up 
traditional U.S. sales of such products to the Malagasy. Prospects 
for continued American sales of wheat, edible oils and cotton also 
should continue strong until such a time as Madagascar is able to 
meet minimum requirements through improved domestic output. 


For the time being, two-way U.S./Malagasy trade continues lopsided. 
U.S. imports totalled nearly $60 million in 1981 vs. only 

$15 million in American sales to Madagascar. Half the U.S. sales 
consisted of agricultural and roadbuilding machinery. The other 
half was made up of rice donations or sales of other foodstuffs on 
extremely soft terms. Major American imports continue to be coffee 
($34 million), vanilla, cloves and other spices ($24 million), and 
sugar ($8 million). 
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All these facts notwithstanding, the time may be ripe for a 
long-term U.S. marketing effort in Madagascar. After a hiatus of 
several years, a resident Malagasy ambassador arrived in Washinaton 
in May 1982. High-level U.S. and Malagasy officials will visit each 
other's capitals in 1983. These may be significant milestones in 
the forging of good bilateral relations between Washington and the 
socialist regime of President Didier Ratsiraka in Antananarivo. 


PRIVATE INVESTMENT 


American investments in Madagascar currently consist of the 
following: 


oO Oil exploration and production by Amoco, Mobil, and 
Occidental Petroleum, 


A distribution facility wholly-owned by Singer Sewing 
Machine Co. of New York. 


A 25 percent interest by N-REN Co. of Cincinnati, Ohio ina 
chemical fertilizer plant and a minority interest by 
Parsons and Whitmore of New York in Papmad, a paper 
manufacturing company. 


In order to attract more U.S. oil companies, the Malagasy government 
reportedly is anxious to settle claims brought against it by two 
U.S. firms, Exxon and Caltex, whose assets Madagascar took over in 
1976 as part of an extensive nationalization of foreign firms. 


Recently, the Malagasy government applied for a loan from AID and 
the World Bank to finance exploration of known heavy oil deposits 
between May and November, 1983. These projects would be in addition 
to the exploration already conducted by Mobil, Occidental Petroleum, 
and Amoco. 


While still committed to socialism, the Malagasy government is 
reportedly interested in developing a new investment code attractive 
to foreign investors. The current code, named the Charter of 
Socialist Enterprises (CSE), has a tendency to scare off inguiring 
entrepreneurs. It must be pointed out, however, that even the CSE 
has been implemented with considerable caution. Only about half of 
the 40-odd businesses initially targeted to become "socialist 
enterprises" under the CSE in 1978 have in fact been socialized. 


Aside from participation in oil exploration, opportunities also 
exist for American companies in the development of Madagascar's 
three principal minerals--chromite, graphite, and mica. These 

constitute one percent of Madagascar's GDP of $3.2 billion and 

contributed up to 5 percent of the country's export earnings of 
$336 million in 1981. 


. +4 
Investors would need to negotiate tax, royalties and other 


arrangements on a case~by-case basis. It is virtually certain, 
however, that the Malagasy government would retain a 5l-percent 
interest in any joint venture. 








